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Abstract 
Venture Capitalists (VCs) play the most crucial role to identify high potential and innovative firms. However, VCs adopt 
different criteria to evaluate the incipient ventures before funding. The purpose of this paper is to discuss the comprehensive 
literature of the VCs investment evaluation criteria. This study provides a critical review of the conceptual and empirical 
approaches focusing on how VCs make their investment decision and what are the key influential factors at the times of 
investment. The critical examination highlights that not all the VCs able to follow the same investment decision process for 
evaluating new ventures. Some VCs give more importance to entrepreneur’s characteristics, while others are more intrigued with 
financial and marketing perspectives. Thus, findings reveal that VCs follow multi-criteria perspective of the decision-making. 
This study discusses the various issues and suggestions for future research. The results of the study are useful for both venture 
capitalists in their decision-making process and entrepreneurs in their venture capital applications to maximize their success rate. 
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1. Introduction 
With the rising knowledge-intensive economy, Venture Capitalists (VCs) play the most crucial role to identify 
and financing the new and highly innovative firms. VCs decision criteria have been facing numerous challenges to 
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identify the economic value of the new venture, and it has been considering as the most complex task of a decision-
making process (Mechner, 1989). A large number of researchers and academicians have examined the VCs decision-
making process (Wells 1974; Poindexter 1976; Tyebjee and Bruno 1984; MacMillan et al. 1985; MacMillan et al. 
1987; Khan 1987; Robinson 1987; Timmons et al. 1987; Sandberg, Schweiger, and Hofer 1988; Hall and Hofer 
1993; Zacharakis and Meyer 1995; Zacharakis 1995; Zacharakis and Mayer 1998, Zacharakis and Shepherd 2007). It 
has become the most important decision due to the fact that Venture Capital (VC) backed firms have the higher 
survival rate as compared to Non-VC backed firms (Sandberg 1986; Kunkel and Hofer, 1990; Timmons, 1990). 
The VC process includes a series of activities that starts with the proposal of new venture and continues until the 
successful exits with adequate returns. Tyebjee and Bruno (1984) firstly proposed a five stages VC process model. 
These include: (1) deal origination - identifying potential firm; (2) deal screening - reviewing proposals particularly 
in technology, product and scope of market; (3) deal evaluation – assessment of a business plan (risk and return); (4) 
deal structuring – negotiating and mutually establishing VC agreement and (5) post-investment activities – providing 
value-added activities. VCs spend most of their valuable time for taking the best investment decision. Gorman and 
Sahlman (1989) noted that VCs spare 110 hrs per year to assist and monitor one venture. VCs performance can 
improve with the better understanding of an investment process, and it leads to improve the time efficiency and 
overall returns (Zacharakis and Meyer, 2000). In this paper, we discuss the screening phase of decision-making 
process or criteria used in investment decision process. VCs screening criteria differs with different ventures based 
on the type of industry, geographic location, stage and size of investment. Sorenson and Stuart (2001) stated that 
VCs often specializes the investment criteria on industry basis. Based on literature, while VCs differentiate 
investment criteria with different objectives, the basic categories are entrepreneur’s characteristics, product, 
competitive strategies, market size and growth, but the primary difference is how criteria weighted differently. 
The primary goal of this study is to review the progression of VC investment decision and the screening phase. 
The investment decision is more sophisticated field for VCs that how they decide to select the ventures and the 
factors that influence their decision (directly or indirectly). This study starts with the review of early research and the 
methods used for analyzing the criteria used in VC decision-making process. The next section, deals with the various 
issues involved in decision-making process. It also discusses whether biases manipulate the rational decision-
making. Most of the ventures assume that VCs follow the relatively homogeneous process, but findings reveal that 
VCs follow multi-criteria prospective of decision-making. This study not only converse about earlier research, it also 
reveals various issues and explores future avenues.   
 
2. The evolution of VC research 
 
The investment process is an element of the “Venture Capital Cycle”. The earlier VC research focused more on 
the interviews and questionnaires, but now it became more sophisticated and progressed area. Sandberg and Hofer 
(1988) raised the concerns about the methodology used during surveys and interviews due to the human decision-
making process. This section provides the outlook of verbal protocols and conjoint analysis. Verbal protocol allows 
researchers to ‘think aloud’ and tells how to use the necessary information while screening a potential deal during 
the decision-making process. Conjoint analysis allows the researcher to capture and use the important criteria during 
decision.  
 
2.1  VCs screening and evaluation process 
 
VCs are relatively able to predict the new venture proposals successfully (Sandberg, 1986; Hall and Hofer; 1993). 
Zacharakis and Shepherd (2007) exposed that numerous studies have empirically used the ‘espoused’ criteria 
reported by the seminal articles while evaluating the new ventures. A number of studies have undertaken the 
principle evaluation criteria as determined by the Tyebjee and Bruno (1984); Macmillan et al. (1985); Macmillan et 
al. (1987) and Sandberg and Hofer (1988). The earlier studies focused on the criteria used in the evaluation process 
and not examined the decision-making process adequately. Tyebjee and Bruno (1984) explained four distinct 
categories such as market potential, management, competition and product.  Macmillan et al. (1985) differentiated 
the different criteria into six different categories and finds out that entrepreneur’s and team characteristics are the 
most important criteria to distinguish the successful and unsuccessful ventures. Most of the studies are agreeing on 
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the six criteria such as management skill and experience, venture team, product attributes, market growth and size, 
and expected returns (Macmillan et al., 1987; Robinson, 1987; Timmons et al., 1987; and Hall and Hofer, 1993). 
Zacharakis and Meyer (1998) find that VCs are not accurate in self-introspection. The VC process concluded as an 
art due to the involvement of human decision-making issues (Waldon and Hubbard, 1991; Wright and Robbie, 1996 
and Ferris, 2000).   
 
2.2 VCs verbal protocol analysis of decision-making  
    
The post hoc study limitations had tried to overcome with the help of verbal protocol analysis (Sandberg and 
Hofer, 1988; Hall and Hofer, 1993; Zacharakis and Meyer, 1995). In this process, VCs ‘think aloud’ when they 
screen a business plan (Ericsson and Crutcher, 1991). Verbal protocol analysis allows the VCs to research what 
criteria are used, which orders are considered and how much to spend to evaluate each criteria. In this way, different 
criteria are providing the different sense of importance. Hall and Hofer (1993) concluded that verbal analysis is 
better approach of decision-making as compared to post hoc methods. Post hoc method concentrates on the outcome 
of the decision, whereas, former deals with the better and deeper understanding of the VCs decision process. 
Zacharakis and Meyer (1995) and Hall and Hofer (1993) both studies pays very little attention to the entrepreneur’s 
and team attributes, while compared to the market and product attributes. These findings oppose most of the post hoc 
study results as they find entrepreneur is the most important factor.     
 Verbal protocols have both the advantages as well as disadvantages in the decision process. On one hand 
where the data collected are more reliable in nature, the other side, they are more time consuming, as they have to 
observe each VCs. The inconsistency between post hoc and verbal protocols gives rise to the new real time 
experiment, more reliable and efficient method of analysis.   
 
2.3 Conjoint analysis of VCs decision-making 
   
Conjoint analysis of decision-making process identifies and tells how and when criteria are used during decision 
process. In this technique, respondents are required to assess and provide the choices on their preferences and make 
a series of judgments based on their profiles (Shepherd and Zacharakis, 1997). This research supports the fact that 
VCs are not good enough in self-introspection (Zacharakis and Meyer, 1998). Conjoint analysis and verbal protocols 
both may disagree with post hoc analysis and indicates that entrepreneur’s traits are less important than market size 
and growth. It also concludes that in real experiments, VCs may tend to underweight the more important criteria and 
overweight the less important criteria, which used in espouse decision criteria list (Hall and Hofer; 1993, Shepherd, 
1999). 
  In summary, VCs does not have the thorough understanding of their own decision-making process. 
Different researchers provide the exclusive list of decision criteria based on their relative importance. For instance, 
Tyebjee and Bruno (1984) and Macmillan et al. (1985) used the post hoc surveys and interviews to identify the 
criteria in decision-making process. Sandberg et al. (1988); Hall and Hofer (1993); Zacharakis and Meyer (1995) 
used the verbal protocols to understand the used information in the actual decision process, whereas Shepherd et al. 
(2000); Zacharakis and Shepherd (2005) used the more complex cognitive decision policies. 
 
3. Issues in VCs decision-making process 
 
A large number of factors have affected VCs decision-making process. Biases and heuristics significantly affect 
the behavior of both individual as well as institutional investors. A large number of relevant issues have been studied 
in VCs decision process literature. Now, the question arises how these factors affect the VCs decision-making. 
 
3.1 Biases  
 
Biases refer to significant factors that affect the evaluator’s mental model to evaluate the ventures based on 
cognitive factors such as Overconfidence, attention, learning, beliefs, memory and problem solving (Fama 1998; 
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Zacharakis and Shepherd 2001). Cognitive science explains how people react while taking decision. Thus, it also 
applies to VCs decision-making process. Forrester (2014) suggested that biases factor highly influence the investor’s 
decision. Bias factors include risk perception, overconfidence, inconsistency, habit and framing (Dimov et al. 2007; 
Mitteness et al.  2012). VCs may perceive the same information differently based on their past beliefs, experience 
and biasness. A number of cognitive factors are present in decision process that may affect the VCs decision-
making, but only a few of them received the attention in VCs decision-making process. This provides the 
opportunity for future research and unfolds the other areas.   
 
3.2 Heuristics   
 
Heuristics refers to methods, techniques, or “rule of thumb” to solve the problem, but is not certain about the 
optimal solution. Heuristics uses the experienced-based techniques and finds the solution to the problems (Shefrin 
2000). Heuristics are the techniques that decision-maker not fully avail all the information (Simon and Houghton 
2002). Heuristics are mental models that make decision by utilizing information. Sometimes, this may lead to 
biasness in the decision process. Heuristics researches are more specified to entrepreneur’s decision-making, but it is 
also relevant to VCs as they follow the same environment (Moesel et al., 2001). VCs are likely to review typically 
all the ventures, thus they are more likely to use an alternative vs. attribute-based approach (Payne et al., 1988). The 
future research opportunities may include whether the optimal decision by spending the time is more worth full or an 
approximate decision by saving the time. 
 
4. Conclusion 
 
VC has a significant contribution in the technology development, economic growth and employment. Thus, an 
important concern is that how VCs evaluate their investment proposals.  VCs investment behavior, due diligence and 
various issues related to decision-making have always been a question for researchers. VCs decision model can act 
as a training tool and help to gain new insights (Shepherd and Zacharakis, 2002).   
Earlier studies especially in 1980s and 1990s addressed the VC decision-making have been criticized over the 
validity issues. Eventually, researchers realize that the analysis of investment decision criterion is not only relevant 
for the successful investment decision process. It concludes that the criterion that makes a successful venture capital 
investment need not necessarily be the actual decision criteria. This study reviews the VCs screening and decision-
making process, and concludes that VCs are not good enough in self-introspection or they are not aware about their 
own decision-making process. It highlights that VCs follow the multi-criteria perspective for taking investment 
decision. The actuarial decision model for investment purpose could explore and improve the VCs decision 
accuracy. 
 
4.1 Implications of study 
 
This study focuses on the VCs investment decision process and due diligence. The findings of the study are useful 
for both VCs and entrepreneurs’ and improve the collaboration of VCs and entrepreneurs. For entrepreneurs’, those 
are seeking for VC funding, the criterion for investment explained by researchers can be very relevant. 
Entrepreneurs’ can now present the relevant information and at the right time and use the VC to maximize their 
success rate. For VCs, they can now aim for the actuarial decision model. VCs should especially concentrate on the 
high relevant investment criterion. They should also view the fact that these factors not only influence the venture’s 
success. It also helps the VCs to avoid the negative biases that might seem attractive venture and influences the VCs 
decision.     
 
 
4.2 Suggestions for future research 
 
This study discusses various issues and historical perspective of research related to decision-making process, 
which provides the foundation for building future research. Further, sophisticated methods, verbal protocol analysis 
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and conjoint analysis have focused on the real time methods of data collection for decision-making. The future 
researchers can conjoint the investment process and investment criteria. More investigation about the potential biases 
and heuristics and their impact can further benefit both parties. Thus, VCs can take the corrective steps to avoid the 
negative influence of these biases on decision-making policy. Academicians and scholars have made the great strides 
for better understanding of VCs pre-investment activities. The post-investment activities are also an important topic 
for further research to under the complete VC cycle. 
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